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Agriculture in Eastern Europe: 

CLEAR PRIORITIES 
AND MIXED MESSAGES 
by M. Ann Tutwiler 

ransforming centrally planned agrifood systems 
in Central and Eastern Europe and ·the Soviet 
Union into market-oriented systems presents a 
formidable challenge. Meeting that challenge is 
critically important. Agriculture accounts for, on 

average, 15 percent of national income and employment in these 
countries; food supply and food prices are extremely visible indi
cators of their economic vitality; and the sector is extremely ineffi
cient, yet has enormous potential. 

At present, the agrifood systems in the region are in the midst of 
tllis vast transition, and the overarching feeling is that everything 
must be done at once. Yet, stepping back from the melee, fairly 
clear priorities for governments, investors, and donors emerge. 
What is less clear is whether the countries in the region will be 

macroeconomic policies, grounded in convertible currencies and 
floating exchange rates. 

A second priority for governments is to ensure greater access 
into developed country markets, and a more liberal trading regime. 
There is little point to developing agricultural export capabilities if 
world markets are saturated and access restricted. Increased access 
is ever more critical following the unification of the German 
Democratic Republic and the economic breakdown on the Soviet 
Union, which together absorbed much of the region's exports. 
Moreover, governments in the region would be hard pressed to 
open their markets to Western agricultural products if foreign mar
kets remain closed to them. 

A third priority is to bring farm and agribusiness leaders into the 
policy making process. The governments of Central and Eastern 

able to avoid the agricultural poli
cy mistakes of developed market 
economies or whether they will 
imitate the other policies that 
brought the West modern, effi
cient agrifood systems. 

Priorities for Government 

The democratic process must 
extend beyond the voting booth to 

policy consultation with the various 
agricultural constituencies. 

Europe and the Soviet Union 
have monopolized the formula
tion of agricultural policy for 
decades. Communication has 
been in one direction: from the 
top down. For policy reform to 
succeed, it is not enough to move 
from centralized central planning 
to decentralized central planning. 

The first priority for govern-
ment is to ensure a stable and sound macroeconomic environment. 
Without that, even well-financed and well designed sectoral poli
cies will be ineffective and inefficient. Excessively high interest 
rates curtail investment in land and farm capital; overvalued 
exchange rates raise input prices and reduce the value of exports; 
rigid capital and labor markets prevent resources from flowing out 
of agriculhrre as inevitable development occurs; and high inflation 
destroys the incentives to produce, save, and invest. 

In Poland, for example, macroeconomic instability has led to 
monthly inflation rates of almost 80 percent and has reduced 
incomes by almost one-third. Tomczak points out that farmers 
have been particularly hard hit and have been unable to purchase 
fertilizers and other inputs. As a result, farm production is expect
ed to decline over the next few years. Thus, agricultural policies 
will be futile unless governments implement a realistic set of 
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The democratic process must 
extend beyond the voting booth to policy consultation with the var
ious agricultural constituencies. Communication must begin to flow 
from the bottom up. 

A fourth priority is structural reform. The International Mon~
tary Fund's medicine of price liberalization, however necessary, 
must be taken with a huge dose of restructuring. Liberalizing price 
while allowing the old structures to remain will squeeze farmers 
between declining commodity prices on the free market and high 
input prices set by monopolies. The example of Poland, where 
prices were freed while the surrounding input and processing 
industries remained, leaving farmers with rapidly falling incomes, 
is instructive. 

A final priority is to allow the market to function once it is in 
place. Government leaders, although trying to achieve a market 
economy, are still imbued with the old command and control style 
of policy making. They speak of "appropriate" size of farms and 
industrial firms. In their zeal to privatize and restructure agricul
ture, there is a risk that appropriate size will be dictated by decree 
instead of by efficiency. Kabat reports, for example, that the latest 
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draft land law in Czechoslovakia sets a limit of 150 hectares on 
land holdings and restricts land sales. There is an equal, or greater 
risk that government leaders might destroy existing farms and 
firms before viable alternatives have time to emerge. The problem 
is not to break up collectives and cooperatives; it is what to do 
with those that are inefficient. 

Priorities for Investors 

The first priority for investors in Eastern and Central Europe is 
food processing. Production is not the problem; harvesting, distri
bution and processing are . However, throughout the region, the 
biggest bottleneck where outside investment could help, appears to 
be in the food processing sector. Without large investments in this 
sector, economic and structural reforms will not be enough to over
come the agrifood sector's problems. In the Soviet Union, however, 
the first priorities are storage and transportation. 

The second priority for investors is a stable macroeconomic 
environment and, primarily, the establishment of convertible cur

together to develop policies, to streamline the bureaucracy, and to 
design regulations that meet the needs for consumer safety and 
environmental protection without placing unbearable burdens on 
private enterprise. But business and government must take care 
that cooperation does not evolve into collusion. The greatest threat 
to market economies and to democratic systems arises when spe
cial groups capture government policy to further their narrow 
aims. There is a thin line between accepting advice and following 
orders. 

Priorities for Donors 

The first priority for donors is to invest in human capital. While 
financial assistance is also required, far more important are man
agement training, farmers' exchange programs, and education for 
working in a market economy. Without sound management, all the 
financial investment in the world will come to nothing. 

The second priority for donors is to establish a functioning bank
ing system and working commodity markets. The lack of these 

rencies. This is far more important 
than any special incentives for for
eign investors and is critically 
important for domestic investors. 
Not only will special incentives for 
foreign investment discriminate 
against domestic investment; but 
also special incentives risk estab
lishing foreign enterprise enclaves 

The fragile governments cannot 
afford to use their countries as 
laboratories for free market 
experiments in agriculture. 

institutes is a primary obstacle to 
domestic investment. Secondary 
needs are for infrastructure-such 
as roads, ports and storage facili
ties, technology transfers , and 
institution building. Ironically, 
these priorities correspond to those 
most often listed by Western donor 
agencies. Other priorities of West

with few links into the domestic economy. 
Equally important is a stable and reliable legal environment. All 

countries will need new legislation and laws to govern a market 
economy. But, more important is the need to reassure investors 
that the rule of law, and not of a government clique, will predomi
nate. The basic legal codes are in place in many countries. Now, 
governments must convince investors of their sanctity. 

A third priority for investors is a rational policy and regulatory 
environment. Governments are not making policy nor are busi
nessmen making investments in a vacuum. There is keen competi
tion for investment capital. While many factors go into investment 
decisions, the flow of capital will depend in large part on the costs 
of complying with regulations and the costs of purchasing inputs 
in one country versus another. If bureaucracy is too burdensome, 
regulations too onerous, or the cost of inputs too high, capital will 
go elsewhere. 

A fourth priority for investors is the encouragement of domestic 
investment. While much attention is lavished on attracting foreign 
capital, in truth, the funds to restructure agriculture in central and 
eastern Europe and the Soviet Union must come from within. Gov
ernments and international aid agencies are not in a position to 
undertake this monumental task, nor can foreign investors be 
expected to provide the bulk of the investment. The region's gov
ernments should spend as much effort raising their own domestic 
savings and investment rates as they do raising foreign capital. 

A fifth priority for investors is to encourage government to work 
with business. There is a myth in market economies that govern
ment and business are enemies, and that the government should 
not be involved in the economy. In socialist economies, there has 
been a corollary myth that government and business are enemies, 
and that private enterprise should not be involved in the economy. 
The truth lies somewhere in between. 

The government plays a critical part in market economies. Gov
ernment must create a nurturing environment for private invest
ment with a functioning physical infrastructure, a stable legal and 
macroeconomic environment, a functioning credit and capital mar
ket, and a social safety net. Government and business must work 
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ern donors-policy advice and structural adjustment assistance
are not high on the list of needs of leaders in Eastern and Central 
Europe. 

A third priority for donors is to channel aid and assistance away 
from the central government to regional local governments and 
even farmers' organizations and cooperatives. After years of fight
ing centralized decisionmaking, there are tremendous desire and 
need to wrest some of the control from the center. 

A fourth, and very important priority for donors is to lobby on 
behalf of increased market access and global liberalization. The 
most important aid the West can give the agricultural economies in 
the region is increased market access and an undistorted world 
market. 

Avoiding the West's Mistakes 

The countries of Eastern and Central Europe and the Soviet 
Union have a golden opportunity to avoid the mistakes of the West 
as they decide on the best course for agricultural policies. The agri
cultural policies of developed market economies hardly allow for 
the free play of markets in agriculture. Moreover, the high cost and 
the failures of these policies to achieve important goals make them 
poor candidates for imitation. 

Yet, the problems associated with market intervention policies 
seem distant to policymakers and farmers in eastern and central 
Europe. The successes of intervention-rising productivity, relative
ly high farm incomes, and efficient farming sectors-are far more 
compelling. Reflecting their concerns about the market and their 
view of the success of market intervention, government and farm 
leaders from the former command economies speak of market ori
entation, but outline interventionist policies, such as price guaran
tee funds, price stabilization funds, export and consumer subsidies. 
For example, the government of Czechoslovakia has proposed a sys
tem of guaranteed prices which are 10 to 50 percent above prevail
ing prices for wheat, milk, barley, etc. In Hungary, which has 
arguably gone the farthest in dismantling internal supports, export 
subsidies are up to 60 percent on some products according to Csaki. 
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These interventions are not justified by the need for food secu
rity or self sufficiency, a rationale used by agricultural protection
ists in many countries. Perhaps so many decades under enforced, 
regional autarky with its attendant shortages made policymakers 
skeptical of this argument. 

Such policies are more often justified by fears that agriculture 
in the region cannot compete with the efficient systems in the 
West, so farmers and consumers should be permanently insulated 
from world markets. Or, protection is justified by traditional 
infant industry arguments. Farmers in the region can 
compete-but not yet. A rapid introduction of world market 
prices (particularly at their current, depressed levels) would force 
farmers off the land and into the cities. Such dislocation would 
place impossible demands on social services and would probably 
lead to demands for agricultural subsidies. 

Interventions are' also justified by the existence of Western pro
tectionism. Why should the countries of Eastern and Central 
Europe expose their farmers to the world market that is depressed 
and distorted by the policies of the United States and the Euro
pean Community? And, why should they risk a free market in 
agriculture when no one else (save New Zealand) does? The col
lapse of the Soviet market and the loss of the East German market 
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are also fueling demands for protection. 
Unfortunately, the problems caused by the expensive price 

support policies used to support farm incomes in the European 
Community, the United States (and other countries) are just the 
problems that Hungary, Poland, Czechoslovakia, and others can 
ill afford. These policies have failed to maintain incomes for 
smaller, diversified farms; they have failed to reduce the discrep
ancy in incomes between regions; and they have failed to protect 
the environment. In particular, price support policies have not 
revitalized rural areas, because production agriculture, over time, 
accounts for a smaller and smaller share ofrural employment and 
income. 

Western governments and institutions call on the new leaders 
to learn from the West's mistakes. They urge new governments to 
avoid policies which distort market prices, and to rely instead on. 
targeted social policies, such as income stabilization schemes, 
training programs, broadbased rural development programs, and 
environmental incentives, that are not linked to the price of agri
cultural commodities. In short, they are asking the new and 
unstable governments in Central and Eastern Europe and the 
Soviet Union to do what the established and stable governments 
in the West have not yet accomplished: to open their agricultural 

CHOICES FOR TH E 
A COMPETITION sponsored by the American 

The American Agricultural Economics Association announces 
a manuscript competition focused on prospective food, farm, 
and resolll'ce issues. 

Winning submissions will be announced at the 1992 
Annual Meeting of the Association and be featured in the 
Thit'd Quarter 1992 issue of CHOICES. 

Also at that time Five Special Awards will be announced: 
• The BesL One to Two Page (magazine) Article 
• The BesL One Page Commentary/Opinion 
• The Best Three to Four Page Article 
• The Best Humor Piece (including cartoons and illustrations) 
• The Be t Student Entry (Fulltime student in 

1991-92 school year.) 

Eligibility: Everyone is eligible to participate in the competition, 
whether 0[' not they are members of the American Agricultural 
E onomic A ociation. 

Wanted are writers with diverse occupations and backgrounds 
including tho e involved in government; industry; rural services, 
uch a communications, health care, education and crop 

con ulting; academia; farming; nonfarm employment in nU'al 
al'ea ; and volunteer and other organizations such as farm and 
nvironm ntal groups. 

Selection Criteria: Wanted are papers on diverse subjects 
and of va"ied length that will appealLo CHOICES' readers, 
the people who make a difference with food, farm and resource 
i Lte and "elated policies. Po ible topics include, but are not 
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limited to, food labeling, farm labor, free trade arrangements, 
agribusiness management strategies, and commodity policy. 

Using the criteria listed below, the judging committee will 
select a mix of papers tha t, in their judgement, will result in the 
most outstanding issue of CHOICES possible from the contest 
submissions. The winning papers will make up CHOICES' 
Third Quarter 1992 issue. 

Specific characteristics that tbe judges will consider are: 
• Relevance of the topic to prospective local, regional, state, 

national or international food, farm, or resource issues and 
related policies. The word resources is interpreted broadly 
to include human, community, cultural, financial, and 
institutional resources, as well as natural (including 
environmental) resources . 

• Readability. 
• Focus on 21st Century. 
• Attention to controversy. 
• Novel and unconventional approaches . 
• Appeal to wide audience including non-farm, 

non-campus, and non-government. 

Judging Committee: Selection of winners will be made by a 
special committee appointed by the President of the American 
Agricultural Economics Association. Members will be ill-awn 
fwm industry, organizations, government, and academia. 

Format: Submissions may be of any length up to 3200 words. 
Longer papers will not he considered. Short papers-800 
words-are encouraged. 
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economies to international competition and to design and imple
ment policies that are largely uninvented and untested. 

While the advice may be sound, it probably won't be heeded. 
As misguided as some of the West's policies are, the fragile gov
ernments in Central and Eastern Europe cannot afford to use their 
countries as laboratories for free market experiments in agricul
ture. Whatever the failings of the West's poliCies, they brought the 
Wes t what the citizens of Eastern and Central Europe and the 
Soviet Union dearly need: modern, efficient, agrifood systems. 
So, it is not surprising to hear leaders from the region call for 
market-orientation and praise the Common Agricultural Policy as 
the model of choice in the same breath. 

Calls for creative, market based policies (such as targeting, 
decoupling, direct income supports) will fall on deaf ears in cen
tral and eastern Europe and the Soviet Union as long as govern
ments in developed market economies rely on price supports, 
import quotas, and export subsidies to support their farmers. Cre
ative, market based policies will not be implemented in eastern 
Europe while few such policies are operating in Western 
economies. Finally, these sorts of policies will not be implemented 
as long as price supports and import quotas bring increased food 
supplies quickly and manifest their problems slowly. ~ 

21ST CENTURY 

For More Information 
Obtain a copy of the book: 
New Food Systems for Central Europe and the U.S.S.R. 

edited by the author of this article, M. Ann Tutwiler, with a 
Foreword by Lord Plumb of Coleshill by writing to: 

Dower House Publications 
7a Westminster Street, Yeovil 

Somerset B A20 1 AF, UK. 
The special offer price is $39.95 plus $14.90 airmail 

postage. 
The book is the official proceeding of a conference 

convened by the International Policy Council on Agricul
ture and Trade (based in Washington, DC) in October 
1990 in Budapest. 

The book brings together the views of business, gov
ernment, farm, and academic leaders from 20 countries 
including those referenced by Ms. Tutwiler in her article. 

Agricultural Economics Association. 

To protect anonymity during the judging, authors should not 
identify themselves in the manuscript. The first page of text of 
the submission should include the title of the paper , but no 
author name. On a separate sheet include the title of the paper 
and the name, affiliation, address, telephone number, and fax 
munber of the author/authors . Winning authors may designate 
use of pen names fot, publication or reques t anonymity. 

If possible the submission should be prepared with 
WordPerfect® word processing, using a 10 point font. 
The text should he on one side of paper only, double line 
spaced , and have 1.5 inch margins. A floppy diskette 
containing the submission should, if possible, accompany 
the printed text. However, neither the use of word processing 
nor the availability of a diskette will influence the selection 
process. 

Tables should be included as part of the text of the paper. 
Graphs should be enclosed, However, graphs do not need to he 
prepared for final printing. 

Authors are asked to describe 0]) a separate page the photos 
and other art work that could be used to illustrate theil' paper 
in the event that it is selected. It is not necessary to include com
pleted art work. Photos, if available, and related captions 
would be helpful, however. 

For papers over 800 words in length , authors are asked to 
start the tex t of their paper with an "abstract" no longer than 
100 words. 

In the "abstract," include what you would most want readers 
to remember about your paper. 
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Timing: Send your manuscript so that it reaches the 
CHOICES ' office hy March 1, 1992. The address is: 

Lyle Schertz, Editor 
CHOICES Magazine 

12708 Oak Farms Road 
Herndon , VA 22071 

Authors who have access to copying machines are asked 
to send ten copies . 

Notice of Intention: Prospective authors are a ked to end 
a letter to Lyle Schel'tz by ]anuat·y 1,1992, indicating thal 
they plan to submit an entl'y for the contest. T~se notices of 
intention will facilitate the arrangements for an appl'opl'iate 
number of judges . 

Notice of Receipt: If authors would like to receive an 
acknowledgement of l'eceipt of theil' paper, please enclo e a 
postage paid, self addressed card. The message side of the 
card should appeal' as follows: 

(Name of the paper) 
(Author) 

"Competition umber' __ " 
"Date Received " 

Those individual who do not receive their notice of receipt 
within two weeks of mailing their paper hould caU Lyle Schertz 
on (202) 219-0099. 
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